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1 . IN RESPONSE TO QUESTION REFTEL A CONCERNING ADMINIS- 
TRATIVE COSTS ESTIMATE OF 65 BASIS POINTS ON ADB LENDING 
SSOURCE OF THIS FIGURE IS ADB WORKING PAPER 1-77 DATED 
JANUARY 26, 1977, ENTITLED 'REVIEW OE FINANCIAL POLICIES 
OF THE BANK', PAGE 66, EOOTNOTE 85. OF THIS AMOUNT, 28 
BASIS POINTS ARE APPORTIONED TO THE LENDING RATE WHILE THE 
BALANCE IS SUBSIDIZED THROUGH THE BANK'S OWN CAPITAL. 
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2. ADB STAFF HAS NOW INDICATED IN DOCUMENT R68-77 THAT 
ITS PROPOSAL IS TO REDUCE LENDING RATE EOR THE SECOND 
HALE OE 1977 EROM 8.7 TO 8.25 PERCENT. THIS AMOUNTS TO 

A DROP OF 45 BASIS POINTS IN CONTRAST TO IBRD DECISION TO 
REDUCE ITS RATE BY 20 BASIS POINTS. 

3. THE ADB DOCUMENT ALSO ACKNOWLEDGES THAT THE PROPOSED 
REDUCTION OE LENDING RATE- WHICH WOULD APPLY TO THE BULK 
OE 1977 LOANS-IS EXPECTED TO HAVE A LASTING ADVERSE AEFECT 
ON BANK'S NET INCOME. THIS LONG-RANGE EEEECT ON THE ADB'S 
EARNING IS REELECTED IN THE BANK'S OWN ESTIMATE OF CHANGES 
IN ITS INTEREST COVERAGE RATIO AFTER 1981. WITH THE 
PROPOSED RATE REDUCTION, THIS RATIO (NET INCOME PLUS INTER- 
EST PAID ON EUNDED DEBT ALL DIVIDED BY INTEREST PAID ON 
EUNDED DEBT) IS EXPECTED TO DROP AFTER 1981 TO 1.25. 

THIS EIGURE CONTRASTS WITH THE LAST PREVIOUS ESTIMATE OF 
1.48 GIVEN IN WORKING PAPER 1-77 AND THE ACTUAL 1976 
INTEREST COVERAGE RATIO OE 1 .68. VANCE 
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